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KEY ECONOMIC INDICATORS: 


Exchange rate as of January 1975: 
£1.00 = $2.37 


Tyrg°g! 


% Rate of 
1972 1973 2/ 1974 3/ Change Growth_ 
Income, Production, Expenditure 


Current Prices (billions of £) 
Gross National Product 4/ 54. 
Gross Domestic Product 5/ 53. 
Personal Income 53. 
Personal Disposable Income 43. 
Income from Employment 37. 
Consumers Expenditure 39. 
Plant & Equip. Investment 4. 
Saving 4. 
Saving Rate 7/ 8. 
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1970 Prices (billions of b) 
Gross Domestic Product 
Personal Disposable Income 
Consumers Expenditure 
Plant & Equip. Investment 


Indexes 
GDP at current prices 125. 
GDP at 1970 prices 104. 
Industrial Production 8/ 102. 


Consumers Expenditure 8/ 108. 


Employment, Wages 


Unemployment (thousands) 816 581 
Unemployment Rate 3.6 2.6 


Indexes 

Hourly Wage Rate 115.6 
(7/31/72 = 100) 

Hours of work per week 9/ 81.3 83.0 
(1962 = 100) 

Earnings 10/ 143.1 161.4 
(January 1970 = 100) 

Unit Labor Costs 118.7 128.1 
(1970 = 100) 

Average Labor Productivity 106.1 109.2 
(1970 = 100) 


Money, Prices 
Money Supply 


Ml 13/ 12,41015/ 13,13015/ 13,550 
M3 14/ 25,93015/ 33,15015/ 35,920 


Minimum Lending Rate 16/ ; , 11.0 
Treasury Bill Discount Rate!6/s8. a 11.0 
3-month Sterling CD's 16/ : i 11.94 


Indexes 
Retail Prices (1962 = 100) 164.3 ‘ 212.9 
Wholesale Prices 114. Bs 158.6 
(4970 = 100) 17/ 
Implicit GDP Deflator 18/ 121. ; 146.2 





~ 
, 3rd Q_ % 
1972 19732/ 1974 3/ Change 
Balance of Payments, Trade 


Foreign Exchange Reserves 

and Gold (billions of $) 5.6 6.5 6.819/ 12.3 
Trade Balance (millions of b) -677 -2,352 -5,19022/118.5 
Exports (FOB)(millions of k) 9,134 11,435 15,45629/ 35.1 
U.S. Share (percentage) 12.38 12.13 10.920/. -- 
Imports (FOB) (millions of b) 9,811 13,810 20,64 19/ 50 
U.S. Share (percentage) 10.5 10.1 9. 520/ =o 


Main Imports from U.S. (bm) 


Machinery (non-electrical) 254 
Electrical Machinery 115 
Manufactures (misc.) 79 
Transport Equipment 88 
Cereals § Cereal Preparations 74 


FOOTNOTES 


a. 


Sources: Personal Income, Expenditure and Saving in the Third Quarter of 
1974, CSO Press Release, January 9, 1975; Trade and Industry, January 16, 
1975; Bank of England Quarterly Bulletin, December 1974; Department of 
Employment Gazette, December 1974; Monthly Digest of Statistics, December 
1974; Overseas Trade Statistics of the United Kingdom, September, 1974. 


. Revised. 

- Provisionai--cumulative for first three quarters of 1974. 
. Factor Incomes, seasonally adjusted. 

. At factor cost, seasonally adjusted. 

. Half year only. 

. As percent of personal disposable income. 

- 1970 = 100. 

. Manufacturing industries. 

. Last month in monthly series. 

. Half year only. 

. First quarter only. 

. Ml is defined as notes and coins in public circulation plus demand deposits 


minus 60 percent of transactions in process of clearance. 


- M3 is defined as Ml plus time deposits, deposits with discount houses, other 


currency accounts, and public sector deposits. 


. End of fourth quarter figure in quarterly series. 

. Rate on last day of respective period. 

- Output index, i.e. manufactured items produced for local market ex-factory. 
. An official GDP deflator index is not published in the UK. This is a rough 


calculation using the ratio of nominal to real GDP (1970 prices for latter). 


. Figures are for full year 1974. 
20. Shares are based on 9-month figures. 





Summary 


Economic activity in the United Kingdom continues to decline and 
inflation is still accelerating. Unemployment is rising (though 
precise recent figures are not available because of a strike), and 
demand is weakening. Retail prices increased by over 19 percent in 
1974 while wholesale prices moved up by about 25 percent. Wages 
showed a 28 percent increase during the year. 


This combination of reduced output and rising prices (along with 
limits on price rises because of a price code) has put great pressure 
on the financial position of the corporate sector. There are increas- 
ing reports of company financial difficulties, and several large 
companies (including British Leyland) have been forced to request 
government financial assistance. 


The government moved to alleviate this problem in a November 
budget by relaxing the price code and reducing the tax burden on 
companies. The budget measures were also intended to spur output and 
reduce the growth of unemployment. However, in the long run, other 
elements of the budget may prove to weaken demand by further increas- 
ing prices, thereby reducing purchasing power. Included on this list 
is the proposal to raise nationalized industry prices to avoid losses 
and reduce government subsidies to those industries. 


All private forecasts of the U.K. economy are gloomy. None sees 
strength in any of the components of expenditure on output. Private 
consumption, which has maintained its level in 1974,is foreseen falling 
in 1975, while surveys indicate sharp drops in manufacturing invest- 
ment. Housing has been very weak, but may improve somewhat with 
falling interest rates and new government programs to spur housing 
starts. Government spending will grow only slowly as it is being 
severely constrained by a government seriously concerned about 
inflation. Exports, for which some strength had been foreseen in mid- 
1974, now do not appear to be buoyant because of the stagnation in 
other economies and because U.K. inflation rates exceed those of most 
U.K. trading partners. Monetary policy is still restrictive, though 
it seems to be loosening slowly. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Declining Demand and Increasing Unemployment 


The catch-up phase from the 3-day week of the first quarter of 
1974 is now over, and a slowing of economic activity is clearly 
apparent. What began as a normal cyclical downturn in late 1973 has 
been intensified by inflation, a contractionary March 1974 budget, 
and higher payments to oil producing states, which is, in effect, a 
tax reducing disposable general income. The weakness is manifested 
in all components of total expenditure. Consumption remained 
virtually level despite the large increase in earnings and a small 
increase in personal disposable income, in real terms, through the 
first three quarters of 1974. Savings as a proportion of personal 
disposable income rose. 


Consumer's income and confidence have both been eroded by 
inflation. Despite wage increases of 28 percent in 1974, disposable 
income increased only slightly due to an inflation rate of 19 percent 
and further income erosion of 3 to 4 percent from a general movement 
into higher tax brackets resulting from the earnings' increase. 


Even more seriously affected is investment, which increased in 
real terms by about 8.2 percent in manufacturing industries in 1974. 
Surveys indicate a fall in private manufacturing investment in 1975 
of 7 to 10 percent. A further decline is expected in 1976. This 
decline results from the unpromising general outlook for demand and 
the serious liquidity problems in industry. Squeezed by rising wage 
costs and, until recently, a code rigidly limiting increases in prices, 
companies have experienced increasing financial problems. This has 
been intensified by a moribund stock market (with only recent signs 
of life) in which companies have been unable to finance themselves 
through sale of equity. The necessity of financing more expensive 
inventory because of inflation has also played a part in industrial 
financing problems. Industrial confidence may also be adversely 
affected by continued movement of the Labor government toward nation- 
alization and state control of industry, and this may deter some 
investment plans. 


Public spending will have some stimulatory impact on economic 
activity but the government has imposed a strict limit on increases 
in such spending. Nonetheless, the severe impact of inflation on 
government expenditure (more so than on revenues) will mean massive 
government borrowing. To date, most of the borrowing has been through 
sales of government securities, in ways that have not appeared to 
have had a significant impact on the growth of the money supply or 
on the rate of inflation. 


Exports increased strongly in 1974 in value terms (reflecting 
higher prices) but have been relatively level in volume terms for the 
past 7 to 8 months (dropping off in November and December). With low 
growth in most of Britain's trading partners, and the relatively higher 
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rate of inflation in the U.K., exports are unlikely to show strong 
growth in 1975. 


The government took steps in a November 1974 budget to alleviate 
the general situation. The primary concern was the corporate finan- 
cial picture, and about £1.6 billion was channeled to companies over 
the next year through relaxation of the price code and adjustment of 
corporate tax rules to account for the inflationary inventory profits. 
A £1 billion expansion of a medium term credit facility for industry 
(financed by the major commercial banks) was also announced, and the 
Bank of England renewed its guidance to banks to give priority to 
industrial borrowers. Depreciation allowances for industrial buildings 
was also raised. 


The budget also raised various social security benefits, brought 
forward a proposed capital transfer tax, and modified age exemptions 
on personal tax. Subsidies to the nationalized industries, mainly 
for price restraint, will be phased out. An increase of Value Added 
Tax on gasoline is the main measure to conserve energy. 


Monetary policy remains restrictive. The system of controlling 
money supply thouugh limits on the increase in interest-bearing lia- 
bilities appears to be working well. Money supply increases in both 
the narrow sense (Ml), and broad sense (M3), were well under the rate 


of inflation through 1974. This will contribute to the contractionary 
tendencies in the economy through 1975 and into 1976. 


Inflation 


Government policy to stimulate demand is severely constrained by 
the inflationary problem. For the year 1974 (December over the 
previous December), prices rose by 19.1 percent, compared to 17 per- 
cent for a year ending with the third quarter of 1974. Wholesale 
prices (ex-factory) rose by 27 percent through November on a year 
earlier, up from 26 percent through the third quarter over a year. 
The only hopeful sign is in raw material and fuel prices which had 
risen 38.6 percent on a year through November, down from a 40 percent 
increase on a year through September. 


Pressure on prices now comes primarily from the wage side. 
Through December, one index of wages shows an increase of 28.1 percent 
for the year. The rate of wage increases shot up rapidly after 
spring 1974, intensified by the working of the threshold arrangement 
(an escalator clause) and the setting aside of the wage control 
program. 


The Labor government continues to hope that the "Social Contract" 
will reduce wage growth tc sustainable limits. There has been a 
recent increase in government pressure on unions to observe the con- 
tract, which would limit wage increases to past cost-of-living increases. 





Fun 


As a part of the contract, in return for wage moderation, the Labor 
government promised certain social and income redistributive programs 
and avoidance of high unemployment. The government believes it has 
carried out its end of the bargain; whether the unions can convince 
their members to carry out their end is not certain. 


External Sector 


Sterling continued to "float'' throughout the second half of the 
year. While remaining relatively strong vis-a-vis the dollar, the 
pound weakened considerably against European currencies, particularly 
during the fourth quarter of 1974. On a trade-weighted basis, the 
average depreciation of sterling against the currencies of the U.K.'s 
major trading partners (including the U.S.) was about 17.4 percent 
during third quarter and widened to about 19.5 percent during fourth 
quarter. By year end, the average depreciation had further widened 
to a record 21.9 percent. This compares to fluctuations in the dollar/ 
pound rate which varied between $2.31 and $2.39 over the period. 
Exchange rate stability was enhanced by public sector borrowings which 
totaled $4.1 billion in 1974. This figure includes drawings amounting 
to $1.5 billion on the $2.5 billion Eurodollar loan arranged early in 
the year and a $400 million drawing on the $1.2 billion loan arrange- 
ment with Iran. 


The trade deficit continued to widen during the second half of 
the year although the deficit on goods other than petroleum was reduced 
to £678 million compared to £1,017 million in the first six months of 
1974. The deficit on trade in petroleum and petroleum related products 
amounted to £1.8 billion during the period July-December with only 
slight month to month variations. For the year as a whole, the U.K. 
trade balance was in deficit by $5.2 billion, composed of an oil-trade 
deficit of £3.5 billion and a non-oil deficit of b1.7 billion. The 
surplus on invisible trade continued to increase, averaging b127 million 
and £130 million per month during third and fourth quarters respectively. 
This invisibles surplus combined with the total trade deficit to yield 
a deficit on current account of b3.7 billion for the year. 


Prospects for the first half of 1975 appear to indicate only 
modest improvement in the trade balance coming primarily from increases 
in export prices relative to import prices with little change in the 
volume of either. Some private U.K. forecasts predict no change in 
the level of trade over the year as a whole with exchange rates coming 
under increased pressure unless the rate of domestic inflation is 
reduced. Additional depreciation of the pound would, in turn, raise 
the price of U.K. imports and divert export goods to the domestic- 
market as consumers switch their demand to internally produced substi- 
tute goods. A further depreciated exchange rate would also tend to 
exacerbate the rate of inflation. 
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Prospects for the First Half of 1975 


There is unlikely to be much change in the British economic 
position through the first six months of 1975. Output will continue 
to be depressed reflecting the weakness of demand. 


The major questions are the corporate financial position and 
wage growth. There is some question whether the budget measures taken 
in November to alleviate the squeeze on corporate finances are suffi- 
cient. If not, other companies will be forced to seek government 


assistance. Many will also have to shed labor more rapidly than other- 
wise. 


Another budget is due in March or April. It may provide more 
funds to the corporate sector, if help is deemed necessary. The 
government may also endeavor to stimulate the economy at that time if 
inflation appears under control. 


Much depends on the wage situation. If wage increases have 
moderated, either through an effective "Social Contract" or through 
other measures, then the government's hand is freer to use stronger 
stimulative measures. However, it will still be constrained by the size 
of the public sector borrowing requirement, and must avoid fueling in- 
flation through the impact of public borrowing on growth of the money 


supply. 


The government's strategy continues to be to induce the movement 
of resources into investment and exports in order that economic growth 
led by those two expenditure components can resume at a more acceptable 
and sustainable rate, without leading back into a spiral of inflation 
and balance of payments problems. To do this, it will be necessary to 
keep growth of domestic consumer demand and government expenditure low. 
The difficulties in doing this are political and social: restraint 
of wages/earnings growth; restraint in social programs; restraint in 
other public expenditure such as defense. 


Investment must strengthen, and a key factor here is consumer and 
business confidence. The financial problems of companies pose a short- 
run impediment for hopes of increasing investment, but in the long run 
industry must also be confident of the future. 


IMPLICATIONS FOR THE UNITED STATES 


Petroleum & Offshore Equipment - Some 40 drilling rigs are presently in 
action and the first production platforms have been installed in BP's 
Forties Field. This has created strong demand for an enormous range 

of equipment, such as generators, pumps, motors, valves, compressors, 
safety equipment, communications equipment, barges and tenders, heli- 
copters, and modules. 





«Ga 


Electronics - In electronic consumer products, 1975 sales prospects 
are bad. Some segments of the very large U.K. electronics market 
offer good possibilities for growth, however. The Post Office 
Corporation's near-term purchases to improve telecommunications 
facilities are expected to total at least $200 million and most busi- 
ness observers predict strong markets for radar, radio communications 
equipment and navigation aids. The total market for communications, 
including various types of equipment, likely will amount to about 
$770 million during 1975. 


Computers - Sales of computer equipment will maintain their levels 
during the year, with minicomputers and data terminals leading the 
way. Additionally, there will probably be a significant market for 
the very large and expensive machines for use by local government 
units and agencies of the armed forces. 


Automatic Business Equipment - There is a good market in 1975 as 


imports of cost-saving, technologically advanced equipment, probably 
will rise by some 14 percent over the $400 million-plus level of 1974, 
despite poor business prospects in general. 


General Aviation - Light aircraft and associated equipment is a growth 
market in the U.K. Registrations and aircraft movements have increased 
by approximately 15 percent annually in recent years. 


Consumer Goods - Some U.S. consumer goods should continue growth of 
sales in the U.K. market, despite the poor economic outlook. Opportuni- 
ties appear to lie in the fields of Do-It-Yourself equipment, sporting 
equipment, lawn and garden equipment, toys and games, still cameras, 
musical instruments, phonograph records, many items of house and home- 
wares, men's casual trousers including jeans, lingerie, women's under- 
garments, and women's casual wear. 


Coal - The demand for coal (both coking and steam) far exceeds U.K. 
domestic production. U.S. coal producers should have opportunities 
to expand their coal sales to the U.K. during 1975. 


Chemicals - Due to relatively low investment in new plant and equipment 
in past years by U.K. firms, U.S. sales of chemicals to the U.K. will 
probably grow in 1975. 


Pumps, Valves, Compressors and Fluid Power Equipment - Demand prospects 
through 1975 remain favorable due primarily to increased demand from 


the oil and chemical industries, which consume 30 percent of total 
production. Fluid power orders, however, have declined from a peak 
reached in 1973, and this will probably continue through 1975. 


Machine Tools - A general decline in sales is widely expected. There 
is little hope here for U.S. exporters in 1975. 
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Agricultural Equipment - The U.K. tentatively plans some major programs 
to expand and rationalize U.K. farm production. Good export opportuni- 


ties for U.S. manufacturers of equipment appear to be in specialty 
equipment. 


Aerospace - The British aerospace industry, the largest in Western 
Europe, represents an attractive market for U.S. components, engines, 
avionics and subsystems and assemblies, as well as for complete air- 
craft. Market prospects were enhanced by the U.S. presence, for the 
first time, at the Farnborough Air Show in September 1974. However, 
defense cutbacks, the depressed global air transport market, and un- 
certainty stemming from announced plans to nationalize airframe and 
missile companies, may make the market less buoyant this year, although 
some sectors such as general aviation aircraft may show modest growth. 





HOW’S 


BUSINESS *”? 


To get the answer ... 
read the monthly 


SURVEY OF 
CURRENT 
BUSINESS 


published by the Bureau of Economic Anal- 
ysis, Social and Economic Statistics Admin- 
istration, U.S. Department of Commerce. 


SURVEY is for businessmen, govern- 


ment administrators, trade association exec- 
utives, union officials, economists, statisti- 
cians, market researchers, and anyone else 


who wants to know, month by month, the 
state of the Nation’s economy. 


SURVEY carries articles on special 
subjects, such as State personal incomes, 
corporate profits, business programs for 
new plant and equipment, foreign trade, 
Federal Government receipts and expendi- 
tures, and current price developments. 


SURVEY issues show more than 2,500 
statistical series for each month of the past 
year or for each quarter over the past several 
years, plus annual data for recent years. 


Order from: 


Superintendent of Documents 
Government Printing Office 
Washington, D.C. 20402 


Enclosed is $. 
Or charge to Deposit Account No. 
the Superintendent of Documents. 


SURVEY OF CURRENT BUSINESS 


SURVEY is the official source of the 
Gross National Product statistics and the 
Statistics on the U. S. Balance of Payments. 





12 monthly issues averaging 70 pages, including about 40 of 
tabular material. And, at no extra cost, a weekly four-page sup- 
plement to keep the subscriber posted on current figures as they 
become available to the Bureau of Economic Analysis. 


$48.30 per annual subscription 


$60.4 0) foreign 


Catalog No. C56. 109: 


Any U.S. Department of 
Commerce Field Office 


(send only check, money order, or Supt. Docs. coupons). 
Make check or money order payable to 


Please enter my subscription(s) to the SURVEY OF CURRENT BUSINESS 


Mail to: Name 
Address 


City, State, ZIP Code .... 











